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VI. CAPITAL INVESTMENT

GENERAIL BACKGROUND

1. Between 1950 and 1969 Soviet gross fixed investment grew nearly
twice as fast as total GNP. The significant increase in the allocation
of resources to investmeﬁt during this period reflected the determined
pursuit of economic growth on the part of the Soviet leadership. This
investment policy achieved its primary objective of creating a vast
industrial complex in the Soviet Union, but at a high cost.l/

2. The functional structure of Soviet investment continues to be
heavily weighted in favor of construction activity (at present about
60% of total investment), although the share of the equipment component
has been rising gradually since 1950. Soviet construction requirements
appear to be almost limitless given the vast undevelopgd areas east.of
the Urals, the many conservation and reclamation projects in some of
the more densely populated regions, and the inadequacykof the present
housing stock.g/ Furthermore, the requirements for new technologies in
_many types of industrial production call for construction of new plant
from the ground up rather than simply the redesigning of‘existing plant.§/
As a result there has been no significant change in the functional structure

of Soviet investment over the last five years.

;/ Some of the growth in investment was simply the result of inefficient use
of capital. Since 1960 the capital cost associated with achieving economic
growth has risen markedly (for a comparison of marginal capital-output ratios
in the 1950's and the 1960's see, Table 6 in Chapter > The Economic Burden
of the Soviet Defense Qutlays).

g/ Soviet housing per capita amounts to about 80% of the minimum sanitary
requirement established by law. At the end of 1968 per capita housing
(useful space) in the U.S.S.R. was only about 35% of that in the United States
and : large numbers of Soviet families were still continuing to share
apartments.

§/ Despite official encouragement of expansion and renovation of existing
plants as a capital-saving technique the percentage of total investment
channeled into such activity has failed to increase in recent years, and
has even declined quite markedly in some industries.
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3. The sectoral structure of Soviet investment, however, has shown
some tendency to vary in recent years. Heavy industry has lost some
'

ground, although it continugs to maintain a wide margin as the leading
claimant on investment (almost 30% of the total). Until 1954 housing
came next, but since then agriculture and services have been vying for
second and third place. The shifting priorities of the sectors has
tended to reflect not only the preferences of the planne:s but also the
intrusion on these preferences of various domestic and foreign developments.
Crop failures in 1953 jolted the leadership into doubling the annual
growth rate of agricultural investment (from 10% in 1953 to nearly 20% in
1964), while relative neglect of the public serviées sector in 1962-6L
necessitated an all-out drive in'1965-67 to remedy the.situation (the
growth of investment jumped from an average annual rate of 5% to one
of 123%). Technological advances in the industriaiJWest>and the arms-
space race with the United States also caused the Soviet leadership to
alter the structure of investment among and within the branches of
industry in the late 1950's and early 196Q's. Thus investment in chemicals
and petrochemicals increased at rates of 50% or more in 1958 and 1959, while
investment in machine building incréased nearly 20% anmually in both 1959 and
1960.

4, When originally unveiled in 1966 the current (eighth) five-year
plan -- 1966-70 -- was vague in its statement of investment goals. In
October 1967, the overall volume of planned investment -- set at about
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310 billion rubles the Year before -- was reduced to 303.2 billion rubles.
The cutback in the original plan was mainly, if not entirely, in agricultural
' .
investment. Based on the cumu;ative volume of investment during 1966-69
(about 234 billion rubles) the revised gogl of 303 billion rubles for the
entire 5-year period will probably be reaéhed.l/ It is doubtful, however,
that the pattern of investment will conform to the plan or that the
planners will get the desired return on investment funds in terms of new
. Productive capacity, housing space, dr public service»facilities. It
has already beeﬁ offiéi;lly acknowledggd that invéétment in agriculture
will fall short of the planned goal.g/ There are clear indiéations that
vthe investment‘costs of some types of indpstrial p;ant werense?iously
underestimated, that many new plants are or will 5e opsolete by the time
they come on stream, and that in é nmuber of cases investment funds.were
squandered on submerginal prpjéqts. 
PERFORMANCE IN 1968 AND 1969
5. Total invesﬁment in the Soviet economy grew at an average annual
rate of about €} during 1968-69; somewhat below the 8%-average registered
in 1966-67. The growth of investment in l96é exceeded the plan, whereas
in 1969 it fell considerably short. Both years were marked by qifficulties
for the central government in maintaining control over the investment

program. Also, the period was one of declining growth of efficiency in

&/ Because of the shift to new investment prices of 1 January 1969, the
results of the investment plan expressed in prices of 1 July 1955 may
never be announced. However, using a rough conversion ratio, it can be
calculated that cumulative investment during 1966-69 represented about 7%
of the revised 5-year goal and that the investment planned for 1970 just
makes up the balance.

g/ Assuming fulfillment of the 1970 goal for agricultural investment, it is

estimated that cumulative agricultural investment in 1966-70 will amount to
about 80% of the original program and about 90% of the revised program.
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capital construction: labor rroductivity grew at a retarded rate and
the volume of unfinished construction increased significantly (with the
’.
result that the economy was deprived of some 5 billion rubles of new fixed

1
capital).‘/

U.8.8.R.: Indicators of utilization of investment, 1961-69
ZAverage annual rates of growth, in percen§7

1951-65 1966 1957 1968 1969

Growth of:
Gross fixed investment 6.3 7.4 8.3 8.1 L
Volume of'unfif}shed )
constructio 6.7 9.8  10.0 1k.9 2/
Gross additions of new
fixed capital 3 6.5 7.1 8.8 3.3 2/
Labor productivity in : .
construction 5.2 L7 6.7 L, 2 3

}/ Including equipment installed in unfinished plants.
2/ Not available.
3/ Gross additions of fixed capital differs from gross fixed investment

in that it includes investments only in projects that were completed and
accepted for use during the year.

6. In 1968, so-called "centralized investment increased only 5% while
"noncentralized" investment (influenced by the central planners but also

reflecting local preferences)fincreased;;)

e ‘ , o v _
\ by almost 17% as against a plan of about 6%. Soviet officials took a

number of steps in 1969 to check the further runaway growth of noncentralized

investment, although at the cost of some slowdown in the overall growth

of investment. One of the steps adopted was to severely limit the number

1/ This figure is based on the increase in unfinished construction in
1968 alone. The total for the two-year period, 1968-69, cannot be computed
until a 1969 figure is disclosed for unfinished constructipn.
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of major new construction projects authorized under the 1969 plan é/
with the aim of concentrating investment resources on completion of those
'
projects deemed most critical to the growth of the economy. The growth
of noncentralized investment was temporarily checked in 1969 and a
9-percent increase was achieved in the commissioning of new fixed capital
from centralized investment, including sizeable increases of capacity
for the production of electric'power, crude steel, and mineral fertilizers.

Nevertheless, the Soviet leaders expressed dissatisfaction with the overall

performance.

USSR: Growth of Centralized and Noncentralized Investment, 1961-69
[in percent

106165 1 1966 1067 1968 1969

Total investment 6.3 7.4 8.3 8.1 )
Centralized 7.5 5.k 5.1 k.9 5.7@/
Noncentralized 3.0 13.7 18.0 16,6 Neg.-g/

1 Average annual rate (1960 base).
2 Estimated.

7. The growth of construction activity averaged nearly 6% annﬁally
during 1968-69, a drop of about 1% percentage points from the average
in 1966-67 (see Table 1). Only a modest gain was achieved in increasing
the proportion of contract work, an important indicator of progress

toward the adoption of more efficient methods of construction. E/ Despite

1/ According to Gosplan Chairman Baybakov the final 1ist of some 300 new
Projects submitted for govermment approval represented only about half

the number originally included in the plan. : )
2/ Contract construction work is usually performed by professional construction
Erganizations, either specialized or general. The work of these organizations
is generally more efficient than noncontract construction work because the bulk
of the construction equipment and trade skills are concentrated in their hands.
It is the aim of the Soviet authorities to replace noncontract work by contract
work to the greatest extent feasible.




the launching of numerous reforms in 1968-69, the construction industry
continued to be plagued with broblems that interfered with the pursuit
'

of efficiency: high labor turnover, shortages of some skills, shortages
of certain cohstruction materials, underutilization of construction
equipment,  jurisdictional disputes, revisions in plans, mismanagement in
the delivery of supplies, and confusion arising from too many competing
projects, It is likely that these factors contributed to the further
decline in 1969 of the growth of construction'activity, but since most
of them are perménent to the scene in a greater or lesser degree, the

of’ the decline
major cause was probably the cutback in the number of start-up projects.
(the initial sfages of new construction projecﬁs gznerally account for
the most rapid increases in the volume of éonstruction work),

8. Investment in equipment grewvat an average annual rate of about
5% in 1968—69 as éoﬁpaied toAnearlyv?% in 1966;67; .The.éignificant‘
dropoff in growth to aboﬁt 24 in 1969 (see Taﬁle 1) is all the morer
striking in view of the emphasis ﬁhaﬁ was piaced on the completion and
commissioning of major copstructioﬁ Projects in'l969. A major investment
item in such Projects should certainly be the equipment that is installed
in the final stages of construction. Apparently muph of the equipment
destined for installation 4id not get that far to Jjudge by the sizeable
increase in inventories of equipment (so-called "stocks of uninstalled

l.
equipment") at construction sites and industrial enterprisesf/ Between

1 January 1969 and 1 October 1969, these inventories increased from some

;/ Equipment that is designed to be installed in a huilding or structure does
not get counted in fixed inyestment until the process of installation begins.
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L pillion rubles to 5.5 billion rubles, including 1.9 billion rubles of

. £
equipment above norm.é/ It is not clear how much7this stock may have

fixed '

entered into/investment between 1 October and 31 December 1969,\
/

indicated great concern over the fate of both the domestic and imported

equimment at these sites.g/ It is likely that a great deal of the equip-
ment in Soviet inventories remained uninstalled in 1969 because of lagging
construction schedules.. If so, the low growth of investment forced on
the economy in 1969 should yield oppértunities fof'fapid growth of in-
vestment in 1970 (see Para. 15, below).

9. Although complete information on investment by sector has not
yet been reported for 1969,'available evidence indicates that consumer-
oriented investment continued to outpace producer-oriented investmeént
during 1968-69, but by a somewhat smaller margin than in 1966-67 (see
Tables 2-4),

—

10. The growth of producer-oriented investment is largely determined

by the growth of its dominant component -- heavy industry. The small
increase of investment in heavy industry in 1969 was apparently due

to delays in the completion of work by the industrial construction

;/ The 1969 plan called for the drawing down of 1.4 billion rubles of
uninstalled equipment.

g/ Above-norm stocks at construction sites of the Ministry of Ferrous
Metallurgy and the Ministry of the Chemical Industry alone amounted to
almost .5 billion rubles, or one-guarter of all the above-norm stocks in
the economy as of 1 October 1969.




llllll-IlII-IIIIIIllllllll--":::__________________"”

ministries.}/ These delays in turn prevented the carrying out of planned
installation of equipment at a_numbér of projects., During 1966-69,
'

investment in the conétruction industry has been growing faster than
planned in ofder to meet a number of contingencies, but the absolute
volume of this invesfment is still relati#ely small and does not greatly
affect the growth of producer-oriented investment. The transport and
communications sector has experienced a low rate of growth in investment
ever since 1965.

11. Much of the decline in growth of consumer-oriented investment
in 1969 was due %0 mediocre performance in implementation'of the agri-

cultural investment program. Unlike industrial investment where most

of the equipment component must be installed in buildingsand structures,

agricultural investment in equipment includes large quantities of mobile
machinery which does not require installation and such investment is
therefore independent of the agricultural construction program. The

slowdown in growth of agricultural construction in 1969 2/ may have

been partly due to the adverse weather conditions in the early months

of the year.

12. During 1968-69 the rate of growth of investment in housing

grew somewhat more slowly than in 1966-67, even though the government

}/ For example the USSR Ministry of Industrial Construction and the USSR
Ministry for Construction of Heavy-Industry Enterprises fulfilled their
annual plans by only 9% and 96%, respectively.

g/ The USSR Ministry of Rural Construction -- the principal contracting
organization for agricultural construction -~ was scheduled to increase
its volume of work by 149 but actually achieved only a 7% increase. One
of its major problems was apparently the high labor turnover (almost 50%)
which was ascribed in large part to the lack of housing for rural con-
struction workers.
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made special provisions for the diversion of funds from plant construction
to housing construction. One'of the factors contributing to this slow-

down was;further decline in individual private housing construction.

The urban housing stock in 1969 continued to show a faster growth than
the rural stock; as it has consistently done since 1960 (see the

tabulation below). y

CfThe great growth of the urban population over the past decade has put
heavy pressure on urban housing construction and contributed to a rise
in the average cost of housing construction in the U.S.S8.R. (due

to the inclusion of such "amenities" as central heat, water, gas, sewers,
and baths, as well as to the construction of taller apartment buildings
requiring heavier foundations and frameworks). Thus £he housing stock
shows a more rapid growth when measured in rubles (constant prices)

than in square meters of useful space.

U.S.8.R.: Average annual rates of growth of the housing stock,.

1961-69
Unit 1961-65 1966° 1967 1968 1969 y
Total housing stock ruble value 5.8 Q.B 5.2 5.2 g/
Total housing stock square meter of 3.8 3.2 3.4 3.0 3.0
‘ useful space
Urban do 5.3 b2 L7 A4 Lk

Rural do - a.2 1.9 1.8 1.k 1.2

1/ Estimated.
2/ Wot available.




13. No comprehensive data on investment by branch of industry has

been published for 1968-69. Based on fragmentsry information that has
'

appeared in the Soviet press, however, investment estimates are presented
for several major branches in Table 5. In 1968 aggregate investment in
the branches of heavy industry and in the branches of the consumer goods
industries grew at .approximately the same rate -- 8% (see Table 7).
Present evidence indicates that within heavy industry investment in ferrous
nmetallurgy and chemicals showed 1little or no growth but that investment
in the fuels inéustry started to grow at an accelerated réte.
THE 1970 PLAN

14, The economic plan fof.l970 -~ the final year of the Eighth
Five Year Plan -- calls for total investmeﬁts of 76.5 billion rubles,
including S5k.4 billion rubles of céntralized investment and 22.1 billion

rubles of noncentralized investment (expressed in the new estimate cost

prices of 1 January 1969). These investment goals represent planned

increases of 7.6%, 7.8%, and 7.3%, respectively, over 1969.;/ The policy
implication of these growth rates is that the tight controls.applied to
noncentralized investment in 1969 are being relaxed somewhat in 1970.
Because fastervgrowth of noncentralized investment is basic to the

operation of the economic reform introduced in 1965 this provision of

1/ Because the Soviet preliminary estimate of investment in 1969 was

0.6 billion rubles higher than the figure subsequently announced, the adjusted
percentage increase for total investment is 8.5%. Lacking information on
where the shortfall occurred, it is not possible to adjust the centralized
and noncentralized increases correspondingly.
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the 1970 plan is consistent with what is in fact expected to happen.
At the same time, however, the regime is again limiting to 300 the number
'

of major new industrial Projects on which work is authorized to begin in
1970 and is again calling for a concentration of investment resources on
important construction projects écheduled for early operation.

15. In view of the existence of large inventories of uninstalled
equipment at the end of 1969 (see Para. 8 » above) it is not surprising

i fixed
that the 1970 blan envisages a much higher growth rate for/ﬁnvestment in
the equipment component than in the construction component (about 11% and
1 . L . . . X

7%, respectively - Approximately 75% of the investment in equipment
under the 1970 plan falls within centralized investment, In addition to
these provisions the performance of the construction industry is to be
bolstered by further innovations, including two-shift operation of -con-
struction machinery, The construetion industry is shifting to the economic
reform and construction organizations are to be reimbursed only upon
completion of designated stages of work and not simply at regular inter-
vals on the basis of work performed. ILabor productivity in the construc-
tion industry is scheduled to increase by 6.37.

16. The 1970 plan contains a considerable amount of information on

2
investment in selected sectors of the economy (agriculture, housing)_/

;/ Unadjusted to reflect the revision in 1969 investment reported sub-
sequent to publication of the 1970 plan.

2/ See Table 2.
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and in individual branches of industry (fuels, machine building, consumer

goods, chemicals, pulp-and-paper, and metallurgy). Railroad transportation
'

is also singled out for a large increase in investment, As usual, however,

the bercentage increases given or implied in the plén are not easily

related to Soviet handbook data and are so large in some cases as to

invite skepticism (see Note to Tables on Investment, below). A rundown

of these data from the 1969 and 1970 plans is rresented below.

Planned increases in investment announced for selected branches
of industry in the 1969 and 1970 plans
/[in percent/

1969 plan 1970 plan

Chemicals 1/ 16.6

2/
Consumer nondurables 26 24,3 ~
Construction materials 10 1/
Construction and roadbuilding machinery almost 100 ;/

2
Fuels 1/ 22 &/
Machine tools and tools Ly more than 41

Machine building for light industry,
the food industry and household

appliances 1/ 62
Metallurgy, ferrous and nonferrous ;/ | 6.5 2/
Mineral fertilizers 55 1/
Motor vehicles almost 100 £/
Tractor and agricultural machinery 1/ 39
Pulp and paper ' 1/ -12.5

—
1 Not available.

2 Designated ag centralized investment only.
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Note to Tables on Investment
Soviet reporting of statistics on gross fixed investment continues
'
to be merked by extensive revision of previously published datae (reported
for selected.years only) and numerous gaps in recent data. To these two
drawbacks has been added the problem of trying to relate investment
expenditures expressed in the new norms and estimate-cost prices of
1 January 1969 to the official handbook investment series expressed in
1/

the norms and estimate-cost prices of 1 July 1955.7 An attempt has been
made in this paper to "link" the two series together using conversion
coefficients, The results, however, are of limited relisbility because

of incomplete information with respect to the correct conversion coefficient

to be used for each category of investment. Conversion coefficients could

be obtained directly from the Soviet investment data only for total invest-
ment in the economy and for investment in agriculture. qu the other
categories of investment, coefficients were taken as reported iﬁ collateral
sources g/and adjusted proportionally to fit into total investment.

The data for 1968 used in the tables were taken from the statistical

handbook Narodnoye khozyaystvo SSSR v 1968 g. (Moscow, 1969). Later data

}/ It is not clear whether the investment series presented in the Soviet
handbooks will continue to be reported in the old (1955) prices through

1970 (the end of the current five-year plan), whether the new series will
simply be "linked" on to the 0ld series through a common year (1968 or 1969),
or whether an entirely revised investment series expressed in the new prices
of 1 January 1969 will be calculated. Serious statistical distortions are
apt to result in growth calculations unless one series is completly re-
calculated in the prices of the other.

g/ The principal sources for coefficients (based on the structure of
centralized investment in 1967) were: Yefremov, S.A. et al., Novyye
smetnyye normy i tseny v stroitel'stve, Moscow, 1969, and Ekonomika
S8troitel'stva, no 12, 1968,
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for 1968 appearing in the journal of the Central Statistical Administration }/
indicate that some of the handbook data have been slightly revised.
'
Because these later data were incomplete and also were rounded, however,
they could not be reconciled with the handbpok data fpr the purpose of
making a comprehensive revision. Consequently they were not used directly
in the tables but only in support of the analytic interpretation of the
handbook data.

Information on actual investment in 1969 has not yet been officially
reported in any detail. Estimateg for 1969 appearing in the tables below
therefore are subject to a considerable range of error. For the indi-
vidual branches of industry (Table 5) there was not sufficient information
to permit even provisional estimates in most cases.

Another problem continues to be the data presented on planned invest-
ment in individual branches of industry (see Para, 16, above). The increases
implied for total industrial investment do not appear capable of simul-

taneously absorbing increases of the size announced for various branches.

_Nor do subsequent investment statistics by branch of industry, when they

finally appear in the statistical handbooks, bear out the kinds of increases
announced in the plan. Consequently it can only be assumed that many of

these increases apply to incomplete universes (e.g., centralized or

ministerial investment only) and are offset by planned reductions in the

1/ Vestnik statistiki, no 2, 1970, pp. 92-93.
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remainder of the universe. If'true, this feature severely limits the

analytic usefulness of planneg investment deta on branches of industry.
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